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AUDITING STANDARDS BOARD (ASB) MEETING
October 23-24, 2007
Las Vegas, NV
MEETING ATTENDANCE
ASB Members
Harold Monk, Jr., Chair

Absent

Sheila Birch

Lisa Ritter

Gerald Burns
Walt Conn
Tony Costantini
Bob Dohrer
George Fritz
Nick Mastracchio
Jorge Milo
Keith Newton
Pat Piteo
Doug Prawitt

AICPA Staff

George Rippey

Rich Miller, General Counsel (10/24 only)

Lisa Ritter

Mike Glynn, Audit and Attest Standards (10/24 only)

Diane Rubin

Ahava Goldman, Audit and Attest Standards

Darrel Schubert

Hiram Hasty, Audit and Attest Standards

Stephanie Westington

Andy Mrakovic, Audit and Attest Standards

Art Winstead

Judith Sherinsky, Audit and Attest Standards

Megan Zietsman

Sharon Walker, Audit and Attest Standards

Observers and Guests
Abe Akresh, Government Accountability Office
Doug Besch, KPMG
Julie Anne Dilley, PriceWaterhouseCoopers
Jeff Ellis, SEC

John Fogarty, Deloitte & Touche LLP (10/23 only)
Brian Fox, Capital Confirmations (10/24 only)
Jan Herringer, BDO
Charlie Leftwich, Ernst & Young
Maria Manasses, Grant Thornton
Tom Noce
Allison Peltier, KPMG LLP
Tania Sergott, Deloitte & Touche LLP
Thomas Stemlar
Mary Ann White, Practitioners Publishing
Mike Willis, PriceWaterhouse Coopers
CHAIR AND STAFF REPORTS
Mr. Monk and Ms. Walker provided updates on matters relevant to the ASB. Mr. Fogarty
provided an update on International Auditing and Attestation Standards Board (IAASB)
activities.
Mr. Monk introduced the new member of the ASB in attendance, whose term will begin
following this meeting. He thanked the outgoing members — Gerry Burns, George Fritz,
George Rippey, Lisa Ritter, and Diane Rubin— for their contributions to the ASB.
AGENDA ITEMS PRESENTED AT MEETING
1.
Improving the Clarity of ASB Standards, and Overall Objective and Conduct of
an Audit
Mr. Fogarty, chair of the Clarity Task Force, led the discussion of agenda item 1, Improving
the Clarity of ASB Standards, and Overall Objective and Conduct of an Audit.
Clarity of Standards
10 Standards
At its August 2007 meeting, the ASB directed the Clarity Task Force (the Task Force) to
review the 10 Standards and propose amendments as necessary so that the 10 Standards will be
consistent with the current auditing model. In responding to the direction provided by the ASB,
the Task Force developed “Principles Governing an Audit” (the Principles), which it believes
achieve the same purpose as the 10 Standards. The ASB reviewed the Principles and directed
the Task Force to incorporate structural divisions like those of the 10 Standards (that is,
general, fieldwork, reporting) and any concepts (for example, technical proficiency) currently

in the 10 Standards that are not explicitly included in the Principles. The ASB also directed the
Task Force to consider how the Principles fit within the AICPA’s Codification of Statements
on Auditing Standards.
Use of Terms
The ASB reaffirmed its previous decision not to use must in drafting the objectives. The ASB
agreed to use the term should where the ISAs use the term shall for requirements. The ASB
discussed the expectation that this will result in few instances of must in the clarified SASs,
and concluded to retain the term, since the PCAOB uses must, to facilitate convergence with
future PCAOB standards.
Presentation
The ASB discussed the presentation of the clarified standards. Agenda materials for the
meeting had been prepared with the requirements bolded and the application material indented
and following the related requirements or essential guidance. A dual numbering system was
used for application material paragraphs; two different numbering systems were demonstrated
in the agenda materials. The ASB found the opportunity to work with the materials, and to
compare the different systems, very helpful in making judgments about the presentation. The
ASB members found both methods of the dual numbering system to be confusing. A minority
of the ASB was in favor of retaining the structure used in International Standards on Auditing
(ISAs), which separates the application material from requirements and other essential
guidance.
The ASB directed staff to determine the best way of formatting the SASs so that all paragraphs
are numbered sequentially and requirements are bolded or otherwise distinguished. No
distinction will be made between paragraphs that in the related ISA are essential material other
than requirements, and paragraphs that in the related ISA are application material.
ISA 200
Mr. Fogarty presented the proposed SAS, Overall Objective of the Independent Auditor, and
the Conduct of an Audit in Accordance with Generally Accepted Auditing Standards. The
proposed SAS is being developed to converge with proposed ISA 200, Overall Objective of the
Independent Auditor, and the Conduct of an Audit in Accordance with the ISAs. Mr. Fogarty
noted that the exposure period for proposed ISA 200 has closed. The IAASB task force is
analyzing the comments and will bring a revised draft of proposed ISA 200 to the IAASB at its
March 2008 meeting.
The ASB directed the Task Force to:
 Consider the placement of the Fundamental Principles Governing an Audit.


Consider the organization of the Fundamental Principles and the related organization of
the Codification.

2.



Use the ISA definition of financial statements



Add a definition of financial reporting framework, and use that term instead of basis of
accounting.



Add balance sheet to the list of single financial statements identified in footnote 2.



Work with the Auditor’s Report Task Force to deal with OCBOA in this proposed SAS
and AU section 623



Change “significant matter” to “significant issues and findings" throughout the
proposed SAS



Review the proposed SAS for uses of the terms “in rare circumstances” and “in
extremely rare circumstances” and determine which is most appropriate



Delete the last sentence in A10 as it is redundant with the addition in paragraph 12



Consider whether the last two sentences of paragraph A39 are appropriate.



Add a reference to the Government Accountability Office in paragraph A42



Revise the last sentence in paragraph A43, balancing the emphasis between
independence and skepticism and between the client and the public, and whether this
sentence is appropriately positioned.



Consider adding the concept of due professional care to section dealing with the ethical
requirements



Have sections addressing considerations specific to audits of governmental entities
reviewed by governmental auditors.



Provide a more practical example in paragraph A59



Consider whether the requirement that “If the auditor does not apply the auditing
guidance included in an applicable interpretive publication, the auditor should be
prepared to explain how he or she complied with the SAS provisions addressed by such
auditing guidance” drives a documentation requirement.
Risk Assessment

Mr. Schubert, chair of the Risk Assessment Task Force (the Task Force), led a discussion of
significant issues identified by the Task Force related to redrafting the risk assessment
standards (SASs No 106-110). Mr. Schubert noted that each of the proposed redrafted
standards will be presented to the ASB at future meetings.
The following is a summary of the ASB’s position on the most significant issues highlighted
by Mr. Schubert:
SAS 106 (AU section 326), Audit Evidence
SAS 106 is being redrafted to converge with ISA 500, Audit Evidence.



The ASB agreed with the Task Force’s recommendation that requirements and
application material related to selecting items for testing other than through sampling,
be included in SAS 110 (AU Section 318), Performing Audit Procedures. The IAASB
included this material, which was originally in ISA 530, Audit Sampling, in proposed
ISA 500, Audit Evidence. The AICPA’s comment letter on proposed ISA 500
recommended that this material instead be included in ISA 330, The Auditor’s
Responses to Assessed Risks.



The ASB agreed with the relocation of the requirements and guidance related to the use
of assertions, by IAASB, from proposed ISA 500 to proposed ISA 315, Assessing
Risks.



SAS 106 includes scanning as an analytical procedure that an auditor may perform.
Proposed ISA 500 does not include this guidance. After discussion, the ASB concluded
that scanning may be an appropriate procedure, and agreed to retain scanning as an
analytical procedure in the redrafted SAS.



Paragraph 11 of proposed ISA 500 establishes a requirement for the auditor to consider
the relevance and reliability of the audit evidence in designing procedures. The ASB
agreed, as recommended in the AICPA’s comment letter on proposed ISA 500, that this
requirement apply to the performance of the audit procedures as well.

SAS 107 (AU section 312), Audit Risk and Materiality in Conducting an Audit


SAS 107 deals with audit risk, audit materiality and the evaluation of misstatements.
The IAASB deals with these three topics in three different ISAs: ISA 200, Audit Risk;
proposed ISA 320, Materiality; and proposed ISA 450, Evaluation of Misstatements.
To make the standards clearer and more focused, the Task Force concluded that the
content in the existing SAS 107 should be split along the same lines as the ISAs. The
ASB agreed with the Task Force’s recommendation to:
a. Delete the content from SAS 107 that is covered by the proposed SAS, Overall
Objective of the Audit. This is principally the guidance dealing with the
definition of audit risk and the audit risk model;
b. Retain in SAS 107 the requirement related to the consideration of audit risk in
an audit, as well as establishing materiality, and
c. Move the evaluation of misstatements requirements and guidance into a
separate new standard.



The IAASB’s term for a misapplication of accounting principles is judgmental
difference. The term in SAS 107 for such a difference is known misstatement. The Task
Force agreed to change the U.S. term to conform to ISA 450. After discussion, the ASB
directed the Task Force to revise the wording to allow for the possibility that such
difference could be a factual difference in some situations or judgmental difference in
other situations.



ISA 450 contains a requirement of the auditor to perform further audit procedures to
reevaluate the amounts of any remaining misstatements. The Task Force concluded
that this requirement is too onerous as it would require auditors to perform further audit
procedures in all situations to revaluate management’s responses to identified

misstatements. The Task Force concluded to retain the language contained in SAS 107.
After discussion, the ASB concurred.
SAS 108 (AU section 311), Planning and Supervision
SAS 108 is being redrafted to converge with ISA 300, Planning an Audit of Financial
Statements.


SAS 108 establishes requirements and provides guidance to the auditor on the
appointment of the auditor near or at year end and in establishing an understanding with
the client. The ASB concurred with the Task Force’s recommendation that this content
be dealt with in a separate SAS, Terms of the Engagement.



SAS 108 establishes requirements and provides guidance to the auditor regarding the
engagement partner’s responsibilities to communicate certain matters to the staff (SAS
108.30) and dispute resolution (SAS 108.32). These matters are not in ISA 300. The
ASB agreed with the recommendation that these issues be dealt with in the proposed
QC standard.



Paragraphs 13 and 14 of SAS 108 provide guidance to auditor regarding the use of
specialized skills which encompasses the use of specialists and other specialized skills
such as, IT or tax. This guidance is not in ISA 300. The Task Force recommends
retaining this content as it provides important guidance. The ASB directed the Task
Force to consider whether this content should be moved to the proposed QC standard.



ISA 300 contains specific documentation requirements. It is unclear whether individual
standards should contain specific documentation requirements or SAS 103, Audit
Documentation, would provide an overarching documentation requirement for all
standards. It is the Board’s understanding that the IAASB allows for the opportunity to
create specific documentation requirements in each of the individual standards.

SAS 109 (AU section 314), Understanding the Entity and Its Environment and Assessing the
Risk of Material Misstatement
SAS 109 is being redrafted to converge with ISA 315, Understanding the Entity and Its
Environment and Assessing the Risk of Material Misstatement.


In issuing SAS 109, the ASB diverged from ISA 315 in terms of the requirements and
guidance regarding internal control. The ASB retained its internal control framework.
Some of the differences between the standards are the COSO Cube and guidance
related to IT. The ASB concurred with the Task Force’s conclusion that the differences
between the frameworks are not significant and its recommendation to include the
requirements and application guidance of ISA 315 and supplement it with the COSO
Cube and the IT guidance.



Relevant Assertions—Redrafted ISA 315 does not deal with the concept of “relevant
assertions.” This concept was adopted in SAS 106, Audit Evidence, from AS No. 2 and
was used throughout the SASs. The ASB directed the Task Force to conform with the
definition in AS 5.

SAS 110 (AU section 318), Performing Audit Procedures in Response to Assessed Risks and
Evaluating the Audit Evidence Obtained
SAS 110 is being redrafted to converge with ISA 330, The Auditor’s Procedures in Response
to Assessed Risks


3.

SAS 110 establishes requirements of the auditor to design and perform substantive
procedures for each relevant assertion related to each material class of transactions,
account balance and disclosure. This differs from ISA 330, which requires auditors to
design and perform procedures for each material class of transactions, account balance
and disclosure. This departure was necessitated in the U.S. to conform with the
PCAOB. The ASB concurred with the Task Force’s belief that directing the auditor’s
procedures at the assertion level is appropriate, and its recommendation to retain this in
the redrafted standard.
Going Concern

Mr. Milo, Chair of the Going Concern Task Force, led the ASB in a discussion of a revised
draft of AU Section 341, The Auditor’s Consideration of an Entity’s Ability to Continue as a
Going Concern. The revisions are intended to achieve convergence with ISA 570, Going
Concern. In February 2007 the IAASB issued an exposure draft (ED) of a proposed revision of
ISA 570. The ASB directed the task force to:
•

Consider deleting the sentence in paragraph 2 regarding the amount at which assets and
liabilities are recorded, because it represents accounting guidance rather than auditing
guidance.

•

Retain the sentence in paragraph 3 that defines the term reasonable period of time as a
period not to exceed one year beyond the date of the financial statements because it
captures the guidance expected in the FASB Codification.

•

Add a sentence at the end of paragraph 3 stating that generally, the period covered by
management’s assessment is one year beyond the date of the financial statements.

•

Replace the phrase “one year beyond the date of the financial statements being audited”
with the phrase “reasonable period of time” (after that term is defined).

•

Reconsider the use of the word “reserves” in the sentence in paragraph A1 stating, “Small
entities may be able to respond quickly to exploit opportunities, but may lack reserves to
sustain operations.”

•

Revise the guidance in paragraph A3 to more accurately describe situations, if any, in
which the going concern assumption would not be in question, or delete the guidance.

•

Redraft paragraph A6 to state “When If the auditor has identified events or conditions
relating to the going concern assumption, and management has not performed an
assessment of the entity’s ability to continue as a going concern, the auditor may request
management to begin making its assessment, particularly when the auditor has already
identified events or conditions relating to the going concern assumption “

•

Redraft paragraph 15 to indicate that the entity, rather than the auditor, is responsible for
obtaining a written commitment from the investor or related party to subordinate its loan to

the entity in favor of loan from banks or other creditors. The auditor’s responsibility is to
obtain documentary evidence from management regarding the subordination of the loan.
•

Change the requirement in paragraph 18, for the auditor to evaluate the investor or related
party’s ability to meet the obligation under the support arrangement, to application
guidance.

•

Revise the first sentence in paragraph 20 as follows, and the heading before the paragraph
accordingly:
“When, in the auditor’s judgment, the use of the going concern assumption is
appropriate in the circumstances but there is substantial doubt about the entity’s ability
to continue as a going concern, for a reasonable period of time one year beyond the date
of the financial statements,...”

•

Compare the language in paragraph A21 of the proposed SAS to the language in paragraph
A23 of the ISA ED. The ISA ED uses the phrase “multiple material uncertainties that are
significant to the financial statements;” whereas the SAS uses the phrase “multiple events
or conditions that raise substantial doubt about the entity’s ability to continue as a going
concern.”

4.
Internal Control (AT 501)
Mr. Newton, Chair of the Internal Control Task Force, led the ASB in a discussion of issues
related to the revision of AT section 501, Reporting on an Entity’s Internal Control Over
Financial Reporting (AT 501). The ASB concluded that:
•

AT 501 and AU section 325, Communicating Internal Control Related Matters Identified
in an Audit (AU 325), should be revised to (a) align the indictors of a material weakness
with those in PCAOB Auditing Standard No. 5, An Examination of an Entity’s Internal
Control Over Financial Reporting That Is Integrated With an Audit of Its Financial
Statements (AS No. 5), and to (b) eliminate the list of deficiencies that should be regarded
as at least significant deficiencies

•

The scope of AT 501 should include only engagements in which the entity’s financial
statements are audited, this would include a segment of an entity that has been audited.

•

Examinations of internal control over financial reporting (internal control) based on criteria
established by a regulatory agency should not be explicitly included in the scope of AT
501.

•

AT 501 should not preclude two different practitioners from performing an audit of an
entity’s financial statements and an examination of its internal control. The introductory
material in AT 501 should state that the standard is written with the presumption that the
same practitioner has performed both engagements. If two different practitioners perform
the engagements, it is incumbent on them to achieve the objectives of the engagement.

•

A practitioner should be allowed to report either directly on the entity’s internal control or
on management’s assertion about internal control

•

AT 501 should identify management’s responsibilities in the engagement and should state
that fulfilling these responsibilities is a condition for engagement performance.

•

The guidance in AT 501 as to how management fulfills its responsibilities should be
nonprescriptive.

•

AT 501 should require management’s report on internal control effectiveness to accompany
the practitioner’s report

•

AT 501 should preclude a practitioner from issuing a qualified opinion to align the
reporting in AT 501 with the reporting in AS No. 5.

•

Identifying a material weakness is not cause for a practitioner to stop working and issue an
adverse opinion. To issue an opinion, the practitioner should perform all the procedures
necessary to complete the examination (no scope restrictions).

•

The definition of a material weakness should not include a reference to “annual and
interim” financial statements. Guidance in AT 501 related to examinations of controls over
the preparation of interim financial statements should be eliminated.

•

AT 501 should not include a detailed discussion of the nonattest services a practitioner may
or may not perform when examining an entity’s internal control. This subject matter is the
purview of the AICPA Professional Ethics Executive Committee.

•

The scope of the internal control project should not include an amendment of AU section
322, The Auditor’s Consideration of the Internal Audit Function in an Audit of Financial
Statements. Instead, like AS No. 5, the topic of using the work of internal auditors when
reporting on internal control should be addressed in AT 501.

•

The communication requirements in AT 501 should be aligned with those in AU section
325 which would encourage communication of significant deficiencies and material
weaknesses by the report release date, but would require communication no later than 60
days following the report release date.

5.

External Confirmations

Ms. Zietsman, chair of the ASB External Confirmations Task Force, noted that an exposure
draft of proposed ISA 505, External Confirmations, has been issued. The ASB was asked to
discuss the issues presented in the Exposure Draft, for purposes of providing input to the
AICPA comment letter on the Exposure Draft, and providing direction to the Task Force on the
revision of AU section 333, The Confirmation Process. The Task Force will bring a first draft
to the ASB after the IAASB has considered comments on the Exposure Draft.
Ms. Zietsman reviewed the three requests for specific comments discussed in the Exposure
Draft. First, the ISA does not mandate the use of confirmations. Second, the ISA doesn’t not
require that the auditor determine whether the use of external confirmations is necessary to
obtain sufficient appropriate audit evidence at the assertion level. Third, the ISA allows the use
of negative confirmations in limited circumstances. The ASB agreed with the approach taken
in the proposed ISA to each of the three, but suggested adding guidance on when to use
confirmations and more examples of situations where negative confirmations are useful, such
as when confirming deposit liabilities.
The ASB discussed the presumption in extant AU section 333 that accounts receivable will be
confirmed. This presumption is not in proposed ISA 505. The ASB directed the Task Force to
retain the presumption as a conditional requirement in its revision of the SAS, and to include a

corresponding recommendation in the comment letter on ISA 505. In addition, the ASB
directed the task force to consider the issue of electronic confirmations, and whether all
responses to confirmations need to be in writing.

6.

XBRL

Mr. Willis, Founding Chairman of XBRL International, presented an overview and
demonstration of XBRL, and Mr. Dohrer provided an update of the activities of the AICPA
Assurance Services Executive Committee XBRL Assurance Task Force.
The meeting adjourned at 5:30 pm on Wednesday, October 24, 2007.

